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- KEY ECONOMIC INDICATORS 


URUGUAY 
Values as stated 
INCOME, PRODUCTION, EMPLOYMENT 1970 1971 1972 
6730772 
GDP at Current Prices (millions pesos) 596,158 n.a. n.a. 
GDP at Constant 1961 US$ millions 1,742 1,738 n.a. 
Per Capita GDP, Constant 1961 US$ 606 595 
Plant & Equipment Investment (millions 
pesos) 27,960 n.a. n.a. 
Industrial Production (1961=100) 118.4 115.9 Na. 
Avg. Industrial Wage (1968=100) 172.4 220.2 221.7 Mar 
Employment (000) (unit) 1/ 483.1 487.8 n.a. 
Avg. Unemployment Rate (%) 1/ 7.7% 7.6% n.a. 
MONEY AND PRICES 
Money Supply 2/ (Millions pesos) 77,942 121,331 132,843 Mar 
Public Debt Outstanding (billions 
of pesos) 42.7 78.3 
External Debt, (US$millions) 293.4 322.8 * 
Retail Sales (1962=100) 3,033 & 4115 5,748 
Wholesale Prices (1968=100) 140.5 196.7 173.8 
BALANCE OF PAYMENTS AND TRADE (US$ Millions) 
Gold & Foreign Exchange Reserves 175.3 171.9* 186.1 
Balance of Payments - 35.5 - 38.2 n.a. 
Balance of Trade + 3.8 - 16.4 + s8 
Exports, FOB 232.7 208.7 94.1 
U.S. Share 19.8 9.6 1.7 3/ 
Apr. 
Imports, CIF 230.9 222.1 93.3 (Jan- 
June) 
U.S. Share 29.8 22.9 5.2 3/ 
(Apr. ) 


* Incomplete 
1/ Only data available for Montevideo 
2/ Currency in circulation held by private nonbanking sector 
3/ With "country" data only the first 4 months available 
For comparison: Jan-April 71 = Exports Total=US$85.8; US Share=US$4.5 
Jan-April 71 = Imports Total=US$72.4; US Share=US$8.2 


Exchange rates as of August 28, 1972: Commercial rate Pesos 598=US$1 
Financial rate Pesos 885=US$1 


Main Imports from U.S. through January-April 1972: 
Raw materials $2.2 million including 
Coal 14,728 MT ($444,900); Phosphorite 14,577 MT ($388,300) 
Machinery and parts $894,200 
Automotive vehicles and parts $759,000 
Automobile parts parts 33.5 MT ($398,800), Trucks 32 units ($118,300) 
Chemical and pharfhaceutical products $440,000 





SUMMARY. While Uruguay continues to suffer from a 
prolonged economic recession, some of the underlying 
economic trends have begun to move upward. The 
government has embarked on an economic policy of 
stabilization and reform which, if successful, will allow 
the country's natural economic advantages to bring 
recovery and growth. World prices for beef, wool and 
hides, the major products of Uruguay, have been 
steadily increasing, and prospects for the approaching 
tourist season are good. An internal problem of 
security has lessened in the past six months, as 
combined police and military forces have arrested 

many of the Tupamaro terrorists and uncovered many of 
their hideouts. 


Serious problems remain. Commercial arrearages have 
continued to accumulate, and there is widespread labor 

and business discontent as wages and profits have 

been squeezed by the need to fight against inflation. 

A four-month ban on domestic sales of beef and a 

shortage of beef substitutes have brought consumer 
complaints. The balance of payments situation is unclear, 
but there appear to be continued deficits. 


These short-term problems, however, may ease in the long- 
term. After consecutive trends reports chronicalling 

the steady deterioration of Uruguay's economy, it is 

now possible to take a position of cautious optimism. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


1. New Government Adopts New Economic Policy 


When President Juan Maria Bordaberry took office on March l, 
1972, Uruguay was suffering an economic recession coupled with 
an accelerating rate of inflation. One of the President's first 
acts in office was to announce an economic policy of stabilization. 
The policy, further defined in a letter to the International 
Monetary Fund in June, has established a dual exchange rate 
system for the Uruguayan peso which is to evolve into a unified 
rate, has set target goals for the reduction of commercial 
arrearages, seeks to restrain increases in credit and wages, puts 
a limit on the government's fiscal deficit, aims at reducing the 
rate of inflation, and is designed to improve the balance of 
payments. 


Central to the policy is the new exchange-rate system. The 
commercial rate of exchange,created in March 1972,devalued the 
peso from a largely fictitious 250 to a more realistic 500 to 
US$1; four subsequent "mini"-devaluations have brought the rate 

to 598 to US$1. A "free" financial rate was also established in 
March, and after an initial trend up from 700 in March to over 900 
in July per US$1, it has stabilized between 850 and 885 to US$1 
during the past several weeks. The financial rate allows the free 
purchase of pesos but severely limits the purchase of foreign 
exchange, so it does not float entirely free. A parallel market 
for foreign exchange continues but reportedly at only 20 to 30 
pesos above the financial rate. 


2. Agricultural Production Continues to Lag 


Monetary and fiscal reform are of little avail unless there is a 
recovery of agricultural production and animal husbandry in 
Uruguay. Because of reduced plantings, bad climate, and possibly 
contraband exports, Uruguay had shortfalls in 1971/72 registered 
production of wheat, potatoes, corn, edible oils, and sugar. 

Parts of the shortages are being met by U.S. PL480 purchases, but 
some of the products needed will be imported on the open market 
requiring the use of foreign exchange. The outlook for 1972/73 

is for a partial recovery of agricultural production, but the 

total output will continue to be below both the needs and the 
potential of the country. Livestock products on the other hand 
have been doing well in recent months. Wool production is expected 
to reach 65,000 metric tons (MT) for the 1972/73 clip, up 5,000 

MT from 1971/72. Beef production is also improving and in the past 
few years the cattle population has allegedly increased from 

about 8 million to 8.5 million head. Government pricing and credit 
policies are a major factor in the farmer/rancher decisions on 
acres planted, land and breeding improvements, and marketing channels. 
Prices for food and other commodities are lower in Uruguay than 

in its neighboring countries (due to price controls and relative 
exchange rates). This factor both discourages production and 
encourages contraband exports across Uruguay's border. 


3. Commercial Arrearages Increase 


Although the Uruguayan Government targeted a reduction in 
commercial arrearages to US$37 million by the end of September, 
and total payment by March 1973, arrearages have continued to 
increase,and while official statistics are not available, 

they are believed to be in the vicinity of US$90 million. 
Importers are required to obtain 180-day credits from their 
overseas suppliers, and the amount of debt outstanding for 

goods landed in Uruguay is thus considerably higher than payments 
which are in arrears. It is not clear how the government intends 
to meet its short-term reduction target although foreign private 
bank refinancing is a possibility; another is that creditors 

may be offered dollar-denominated treasury bonds. In the long 
run, recent developments in the world market for Uruguay's 
traditional products, beef and wool, give hope that export 
surpluses eventually will allow commercial and bank indebtedness 
to be paid on schedule. 


4, Imports Restrained While Exports Begin to Move. 


In June 1972 exports finally passed imports, providing a small 
trade surplus for the first six months of the year. With the 
wool clip starting in September, the tourism season in December, 
and hopefully a continued high level of beef exports, the trade 
account is expected to be in surplus for the year. Imports have 
been restrained, with quotas reduced below the levels of 1971. 
Some industries reportedly have slowed production because of raw 
material shortages which have been exacerbated by the refusal of 
some suppliers to ship goods to Uruguay until long-overdue 
import debts have been settled. The inability of the Uruguayan 
Central Bank to provide foreign exchange for import payments has 
evidently, though not intentionally,affected the import level. 


Beef has set export records for the month of June and July; 

through July total 1972 beef exports were US$66 million compared 

to $53.9 million through July 1971. A four-month prohibition on 

the slaughter of beef for domestic consumption plus an increase 

in the live weight prices for beef and a reduction in export taxes have 
released significant quantities of meat for export. The major 

impetus for the export gain is the increasing prices for Uruguayan 
beef in the world market, averaging US$910.77 per metric ton in 

1972 compared to $730,51 for the first six months of 1971. 


5. Balance of Payments Outlook Dim, Budget Outlook Brighter 


While statistics are not available on the balance of payments 
results so far in 1972, the continued increase in commercial 
arrearages indicates that there has been little improvement so 

far over 1971, when the payments were in deficit US$38.2 million. 
However, some trends in 1972 appear to be moving in the opposite 
direction from the serious deterioration posted in the second 

half of 1971. As of June 30, 1972, international reserves were 
reported at US$197.3 million against liabilities of $172.1 million, 
although the latter figure does not include commercial arrearages, 
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which are considered (oddly) as debts to residents. The outlook 
for the year is some betterment, but unless there are further 
increases in world beef and wool prices the payments will again 
be in substantial deficit. The corner may be turned by the 
first quarter of 1973, if the stabilization policy continues and 
is successful. 


There has been a turn-around in the chronic fiscal deficit in 

the government's central budget, which reached 41.6 billion pesos 
in 1971. The budget was in surplus during both May and June 
1972, and the deficit for the first six months was held at 16.4 
billion pesos, which indicates that the deficit for the year may 
be kept within the goal of 30.6 billion pesos. 


6. Inflation Rate Decelerates 


The cost of living for Uruguay increased 39.7 percent during 

the first half of 1972, but after having steadily increased 
through April, the rate dropped considerably during May and June. 
This trend can be clearly seen in the monthly rates: 


January February March April May June 
4.53% 5.33% 7.80% 11.25% 3.16% 2.65% 


In April the effect of the March devaluation of the peso for 
imports and a 20% increase in private-sector wages resulted in 
large price increases, but restraints on liquidity and income 
clearly began to take effect in May. The accumulative effect on 
import prices of periodic mini-devaluations, upward pressures 

on wages, and supply shortages will probably make it difficult 
to achieve the planned annual rate of inflation of 20% by the 
fourth quarter of 1972, but the trend indicates that the high 
inflation of the last quarter of 1971 and first quarter of 1972 
has been brought under control. 


7. Labor Reacts as Real Wages Decline; Businessmen Complain of 
Profit Squeeze 


A 20% private sector wage increase in April failed to restore 

real wages to the high peak registered by the previous increase 

in November 1971. Unions had sought an increase of 40%, and over 
the past months industries have been plagued with a series of 
work stoppages and slowdowns. A 15% public-sector wage increase 
in July failed to satisfy the more militant civil service unions, 
and public services have also been subject to stoppages. Business 
and industry have beenparticularly hurt by a labor slowdown in 

the customs services, which has added to the already cumbersome 
procedures and delays in bringing goods into (or out of) the 
country. Private industry has been increasing wages (on the basis 
of "productivity" and via reclassification of jobs) and a new 
round of officially decreed wage boosts is expected before the 
end of the year. 
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Businessmen have been complaining that the government wage-and- 
price board has not allowed prices to fully reflect increased 
costs, and that price adjustments for decreased productivity due 
to work stoppages and shortages of raw materials have not been 
accepted. 


While both labor and management are presently suffering at this 
point from the stabilization policies, their situations may 
contribute to laying the foundations for economic recovery, 
to the ultimate benefit of both. 


8. Investment Prospects 


An excellent tourist season in 1971/72 and the prospects of an 

even better one in 1972/73 have led to a resumption of construction 
activity in Punta del Este, Uruguay's paramount sea-side resort, 
which is slowly acquiring the configuration of Miami Beach. The 
government is placing increasing emphasis on tourism, and the 
industry has a high growth potential over the next decade. 


While a large amount of investment interest has been expressed in 
the fishing industry, this is a relatively new development in 
Uruguay, and there appears to be some confusion as to how to 
proceed. There is a traditional consumer resistance to fish 

among the beef-oriented Uruguayan public. A modern fish-processing 
terminal has been recently built in Montevideo (30,000 MT annual 
capacity) but there is a shortage of fishing boats, and no modern 
dock facilities exist. The large world demand for fish and the 
fertility of Uruguay's off-shore waters should make it possible 


to develop a significant new export industry within the next few 
years. 


An industrial promotion law has been prepared and reportedly will 
be sent to the legislature in the near future. A proposal for a 
development bank is also under study. It appears that the 
government may offer a share of future production to companies 
willing to risk drilling for oil in surveyed off-shore areas which 


have promising geological structures. Construction of the joint 
Argentine/Uruguayan Salto Grande hydroelectric dam will probably 


begin in 1973. A second international bridge across the Uruguay 
River at Fray Bentos to Argentina is about to be started, and 
the first bridge across the river at Paysandi should be completed 


in 1973. More tentative projects are a petroleum buoy and tank 
farm and the Palmar hydroelectric dam on the Rio Negro River. 


IMPLICATIONS FOR THE UNITED STATES 


As Uruguay appears to be slowly emerging from the economic crisis 
of the past two years, U.S. exporters might begin to give renewed 
attention to the country in their marketing plans. Admittedly, 
this prospect is difficult to perceive in a period of prolonged 
delays in payment for previous sales and rigorous import controls. 
However, since the new government is attempting to settle these 
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arrearages as soon as possible and is set on an announced 
policy of economic reform, by the second half of 1973 

Uruguay may again be a good customer for American goods 

and services and a place of attractive investment opportunities. 
Uruguay continues to enjoy a high standard of living and is 
Situated on the border of Southern Brasil, the fastest growing 
market on the continent. Those companies that have stayed with 
this market during its troubles, and those who are prepared 

to enter into the market during its early recovery period, 

will be well placed to benefit from Uruguay's potential future 
growth. 
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